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A general improvement in world economic conditions, coupled to efforts 

by many nations to improve their people's diets has resulted in a rapid ex- 
pansion in world demand for agricultural products. This has translated 
into a growing demand for American-produced farm products and a rapid ex- 
pansion in exports. 


U.S. agricultural exports have increased faster than domestic consumption-- 
increasing the proportion of total domestic production shipped overseas. 
While the world turns even more to the U.S. for its food supplies--the U.S. 
farmer has become more dependent upon foreign markets as a source of income, 


Ln a world made more interdependent by rapid economic growth, the welfare 
of the U.S. farm economy has been irreversibly linked to events in foreign 
markets, including production variability, economic growth, and trade 
policies, Wide fluctuations in world food supplies and prices during 

the 1970's have focused attention on a number of longer-term issues that 
relate to future growth and stability of U.S. exports: 


* Will the developing world continue to rely on the developed 
countries for food imports? 


* What will the future relationship be between grain used for 
food versus grain used for feed? 


* Do the major exporters have the long-term capacity to, meet 
growing world demand? 


* What institutional factors will help or hinder export ex- 
pansion? 


For background purposes let's look first at where the U.S. is and who 
the principal actors are in the growth in U.S. exports. 


World Economic Growth and Composition of U.S. and World Agricultural Trade 


The changing nature of world import demand for agricultural products 
has greatly altered the commodity composition of world agricultural trade 
and the market potential for some products. 


Remarks by Howard W. Hjort, Director of Economics, Policy Analysis, and 
Budget, at the symposium on World Agricultural Trade: The Potential for 
Growth, sponsored by the Federal Reserve Bank of Kansas City, Kansas City 
Missouri, May 18, 1978 
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The most significant change in the commodity composition of world agri- 
cultural imports over time has been the relative increase in importance 
of food and feed imports at the expense of raw agricultural materials. 
The value of world imports of food products (primarily animal products 
and foodgrains) increased $54 billion from 1965 to 1976, while the import 
value of agricultural raw materials increased only about $8.5 billion 
(table 1). 


The structural changes in U.S. agricultural exports paralleled these shifts 
in demand. During 1960-64 cotton and tobacco accounted for 21 percent of 
U.S. agricultural exports; today they account for only ll percent. Food 
exports have remained at about 50 percent of the total value of U.S. agri- 
cultural exports. The principal factors underlying the change in commodity 
composition of U.S. exports have been (1) the rapid rise in feedgrains--from 
13 percent of total agricultural exports in 1960-64 to over 20 percent 
currently--and (2) the rapid rise in soybean exports--from 8 percent of total 
exports in 1960-64 to 17 percent currently. Growth in these two commodities 
has accounted for 46 percent of the $17.6 billion growth in value of U.S. 
exports since 1960-64 (table 2). 


Currently, sales to developed countries account for about 60 percent of 
all U.S. agricultural exports, while the developing countries account for 
about 30 percent. The Centrally Planned Countries account for the remain- 
ing 10 percent (table 3). Developed and Centrally Planned countries pri- 
marily import feedgrains and oilseeds, while the developing countries 
emphasize foodgrain imports. 


Let's take a moment to examine the top markets for U.S. agricultural 
exports (Figure 1). Japan, with nearly $4 billion worth of U.S. farm 
products imports annually, is by far the largest single country market 
for U.S. farm exports. Agricultural exports to Japan have increased at 
an annual rate of about 15 percent in the past 15 years, This country is 
our top market for soybeans, feedgrains, hides and skins. [t is alsoa 
very important market for our wheat, cotton, fruits, nuts and vegetables 
and many other products (table 4). 


West Germany follows as the second best market for U.S. farm products; 
it is only about half as large as the Japanese market. West Germany, 
as you know, is a member of the European Community (EC). The EC pro- 
tects its agriculture by the Common Agricultural Policy (CAP), which 
has hampered the demand for our grains and other products, but has 
improved our position for soybeans and some feedstuffs not covered by 
CAP. Other members of the EC--especially the Netherlands, Belgium, the 
United Kingdom, Ltaly, and France, are also important markets. 


The Centrally-Planned countries have become increasingly important 
outlets for our grains and oilseeds, This year the Soviet Union will 
buy about $1.8 billion worth of our food and fiber products; Eastern 
Europe, $1.2 billion; and the People's Republic of China, over $300 
million. Ln the past these countries have accounted for much of the 
variability in U.S. exports, with sales ranging from over $3 billion 
in FY 1977/78, compared with slightly over $400 million in 1972. 
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The other important component of our top fifteen markets is the de- 
veloping countries, With the exception of Egypt, these markets are nearly 
all cash commercial markets--not P.L. 480 recipients. South Korea and 
Taiwan are our fastest growing export-oriented markets in East Asia. 

These markets were developed from concessional P.L. 480 markets to major 
commercial markets in the last 2 decades. 


The large petroleum exports of Lran and, to a limited degree Mexico, 
have provided the means for the expansion in our exports to these coun- 
tries and to other OPEC members. Our exports to OPEC increased to $1.7 
billion in 1977 from $440 million in 1972. 


Importance of U.S. Agricultural Exports. 


U.S. agricultural exports has increased 600 percent during the past 20 
veaucm sJesebillzon in 1951-55 to $23.33 billion in 1976-77), and almost 
half of the increase has been since 1966-70 (table 5). 


The U.S. share of world agricultural exports has increased from 12.3 
percent in the early 1950's to 16.5 percent in 1976-77. Consequently, 
during this period U.S. agricultural exports increased faster than world 
agricultural exports--increasing about 9.0 percent per year, while world 
agricultural trade grew at about 7.0 percent per year. 


U.S. domestic consumption increased at about 4.5 percent per year during 
the same period. As a result, an increasingly important share of many 
farm commodities is exported, 


During the 1972-76 period over half of U.S. wheat production (59 percent), 
soybean production (51 percent), and rice production (51 percent) was 
exported. More than a third of U.S. cotton and tobacco production (36 
percent each) was exported in 1972-76. More than a fifth of U.S. corn 

(21 percent) and grain sorghum production (25 percent) was exported in 
1972-76--primarily for use as animal feeds in developed countries. 


Since 1975, production from about 100 million acres (almost one of each 
three acres harvested) was exported, compared to one in four in 1961-65 
(table 6). Last year about 40 percent of the 104 million acres harvested 
for exports were wheat and rice, while feedgrains (primarily corn) accounted 
for 26 percent and oilseeds (primarily soybeans) for 30 percent. 


Farm product exports have benefited both farm and nonfarm sectors by gen- 
erating additional employment and income. With additional income earned 
from exports, U.S. farmers can purchase needed goods and services, For 
example, farmers' purchases of fuel, fertilizer, and other inputs to produce 
commodities for export require additional economic activity by U.S. manu- 
facturing, trade, and transportation sectors. As a result, the purchasing 
power is spread throughout the total economy. [t is estimated that for 
each dollar of agricultural exports about two dollars of domestic economic 
actlvity 1s generated, 
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Agriculture's contribution to our balance of trade has increased sub- 
stantially in recent years. Net exports of U.S. farm products increased 
from about $2 billion in the 5-year 1966-70 period to about $12 billion 
in’ 1976 andwsll bil tion ing hye os 7mtaD Lewsole 


Currently net exports of agricultural commodities have been large 

enough to offset a large portion of deficits in nonfarm items. [n 1976, 
for example, agricultural exports offset all but $3.23 billion of our 
trade deficit. This is a reversal from the early 1950's when agricul- 
tural trade was in a deficit position and nonagricultural trade brought 
about a positive trade balance. [n those years, nonagricultural items 
posted a $5 billion positive trade balance while agriculture was running 
a deficit of about $1 billion. Over the years steady increases in agri- 
cultural exports, along with growth of nonfarm imports, have turned that 
situation around. 


There is no doubt that the American farmer and our total domestic 
economy will benefit from expanded agricultural export sales. Let us 
now consider the potential for expansion and factors that will influence 
world trade in the future, 


Export Potential 


Besides year to year variation due to weather, future levels of U.S. 
agricultural exports will depend upon a number of factors. These are 

the rate of economic growth in both the developed and less-developed coun- 
tries, the production and trade policies of other nations, and the national 
and international trade policies affecting production, imports, and trade 
between countries, 


Economic Growth 


The expansion of U.S. exports to developed countries may be relatively 

modest in the years ahead. Any increases will be due primarily to increased 
demand resulting from shifts in consumer demand to higher quality foods, such 
as meats and meat products. Most of the expected growth in food demand will 
occur in less developed countries. [Ln these countries the income elasticity 
of demand is still high and greatly accelerates the growth in total demand 
for food when per capita income rises, 


The ability of countries to meet their growth in demand through increased 
agricultural production, varies greatly from country to country, depending 
upon supply of agricultural land resources and capital. For example, Japan, 
with a limited supply of agricultural land available for production of 
feedgrains and feeds, has relied heavily upon imports to meet its demands. 
This dependence on imports has increased Japanese imports nearly in direct 
proportion to increases in total demand for feeds. 
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Conversely, in Western Europe available land resources for feeds and 
feedgrain production are comparatively more abundant, enabling these coun- 
tries to have a greater reliance on domestic production for a large pro- 
portion of their total feed consumption. 


The Soviet Union has an abundant land base. However, their produc- 

tion is subject to major yield variability. This translates into a highly 
variable import demand. The Soviet import demand for grains has ranged 
from a low of less than 6 million tons in 1974/75 to a high of over 26 
million tons in 1975/76. During the past 2 years grain imports have 
averaged 15 million tons. 


Foreign Agricultural Production and Trade Policies 


Policies of major agricultural exporting and importing countries can 

nave as much impact on future production and consumption patterns of food 
as the interactions of economic variables. Almost all of the major grain 
producing and exporting countries have agricultural policies that support 
internal prices above the levels prevailing on the world market. For 
these policies to succeed it has been necessary for most countries to 
establish import barriers of some type--quotas, state trading or variable 
levies. {n addition, many countries use domestic production subsidies 

and high price supports, rather than import controls to encourage domestic 
production. 


In the grains area, the major trade policy affecting U.S. exports 

are the European Community's variable levy system, which prevents U.S. grains 
from entering Western European nations at competitive prices. And, because 
of high price supports, surplus grains are exported to other countries with 
the help of indirect and direct export subsidies. While the EC does not 
impose any levies or direct restrictions on imports of soybeans and soybean 
meal, there is a growing body of indirect restrictions having market impacts. 


Lt is assumed that tne EC wil). continue to use variable levies and 

export subsidies to control the flow of imports and exports. Price policies 
of non-EC countries in Western Europe will continue to be influenced by 

the price level of the community. 


Japan does not have specific import levies, however, its internal price 

and marketing structure are such that the effect is the same. Japan controls 
its food grain trade to protect its rice industry. Lt pays producers high 
support prices on wheat and rice. it directly administers the wholesale 
price otf rice and wheat flour to discourage increased wheat consumption. 

This in turn limits the growth of wheat imports. U.S. feed and soybean 
exports to Japan are free of direct import restrictions, although domestic 
food prices are influenced by government policies, Several U.S. products 
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are affected directly by Japanese tariffs and quotas. Beef exports to 

Japan are restricted by an import quota system. Poultry and swine are 
subject to import duties, [Lt is expected that the current import policies 
will be continued into the 1980's with every effort being made to manage the 
import growth of agricultural products, 


Other major world traders such as Argentina, Australia, Canada and 

USSR either use marketing boards or state trdding agencies to market 
their commodities. As a consequence, the exports of these countries are 
often sold at prices below the competitive prices in the world market and 
thereby, directly affect U.S. grain exports to countries without import 
barriers or trading restrictions. 


Soviet foreign trade policy has generally emphasized self-sufficiency. 
Foreign trade policy in the USSR is controlled by the Soviet leadership 
through centralized economic planning and regulatory organizations under 
the direction of the Council of Ministers. Wnile the USSR generally pre- 
fers bilateral trade within the eastern trading bloc, the Soviet Union 
has stepped up its imports of capital goods, technology, and agricultural 
products, especially grains, from the developed market economies. 


Soviet grain purchases in the early 1970's jolted the U.S. and world 
markets and led to a 5-year US-USSR Grains Purchase Agreement to help 
smooth out their sporadic import demand. 


Future USSR imports of grains are likely to increase, yet continue 

to be variable. The policy decision the USSR made in the early 1970's to 
make up crop shortfalls with imports to maintain livestock production and 
meat consumption levels is likely to continue and affect the actual level 
of U.S. exports in coming years. 


The World's soybean market is dominated by a limited number of pro- 
ducer/exporter countries, primarily the United States and Brazil. Brazil's 
agricultural policy has been to expand soybean production and its export 
position in world markets since 1970. Soybean production increased from 
about one million metric tons in 1970 to about 12 million tons in 1977. 
Despite this year's poor crop, Brazilian soybean production will probably 
continue to expand so that it will increase another 50 percent primarily 
by bringing more land into cultivation and substituting soybeans for wheat 
on existing acres. The substitution of soybeans for wheat production in 
Brazil nas been under way since 1970 but was greatly accelerated in 1973 
when the world price for soybeans reached $392 per metric ton. Favorable 
price ratios for soybeans are expected to continue and add to increased 
export availabilities in Brazil and to some extent in Argentina. 


Projections under different income growth and import demand alter- 
natives for the world by 1985 indicate that the U.S. is likely to play 
an increasingly important role in the world's grain-oilseed-livestock 
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economy. The U.S. is projected to continue to produce at least one-fifth 
of the world's grain, over one-third of the world's commercial output of 
meat and approximately half of the world's commercial output of oil-meal 
(FAER 146). Lt is projected that the U.S. share of the world grain and 
oilmeal exports will be 50-60 percent. 


Uponmearmrolitcy in Transit Lon 


There has been a marked change in the food and agricultural policies 

of this Nation since January 1977, In part, tne policy changes are the 
consequence of events and circumstances; they are also due to our per- 
ception of the role and responsibility of our Government with respect 
to the U.S. and world food and agriculture system, 


World weather patterns of 1972-75 were adverse to crop production in 

3 of the 4 years. World and U.S. grain stocks, previously characteized 

as massive surpluses, were soon depleted. By the summer of 1974 it became 
evident that for the first time in modern history world consumption could 
not be maintained at the previous year's level. 


The consequences of these years were: 

* Food aid was reduced just when it was needed the most; and the 
poorer nations of the world could not afford to buy enough even 
to maintain inadequate diets; 


* At nome, food price inflation led the inflationary spiral; 


* Crop producers enjoyed record prices and incomes, but livestock 
producers, faced with high feed costs, were forced into liquidation 
that, for cattle producers, is only now beginning to slow. Grain 
fed to livestock declined sharply and today remains well below the 
level reached in the early 1970's; and 


* Exports of agricultural products were controlled and for the first 
time our reputation as a reliable supplier of food in world markets 
was placed in jeopardy. 


U.S. Export Policy--Expansion of U.S. export markets is an essential 
element of this administration's food and agriculture policies. At the 
Same time we must be concerned about export stability. Sustained growth 

in farm income for U.S. producers has become increasingly difficult to 
achieve without continued expansion and lessening the instability in export 
markets. 


World supply and price instability during recent years for a number 
of major agricultural commodities have pointed up the need to reassess 
U.S. export policies and promotion programs. Our export promotion programs 
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are aimed at stimulating foreign demand, and a credit thrust designed to 
strengthen buying power in foreign countries with limited financial resources. 


The success of any export promotion program depends to a large degree 

on a favorable policy environment here and abroad. The major components 
of the overall U.S. export strategy to provide this favorable environment 
include efforts to (1) improve the international trade climate, (2) meet 
foreign food assistance needs, and (3) develop foreign country information 
systems. Action in these broader policy areas serve as the general guide- 
lines for the design and operation of specific export promotion programs 
such as market development credit arrangements. 


The United States continues to have strong interests in establishing 

a more liberal world trading environment that would permit our efficient 
agricultural producers to expand exports at reasonable prices, to give 

U.S. consumers access to a broader range of commodities at reasonable prices, 
and contribute to the growth of the developing countries, 


Improve Trade Climate--[n the Multilateral Trade Negotiations the 

United States has sought to secure greater access in foreign markets 

for agricultural exports through various measures, including tariff 
reduction or elimination and codes to govern the use of export subsidies 
and product safeguards. Progress is slow on these proposals because of 
differences between the United States and trading partners over agri- 
cultural negotiation objectives and procedures. 


We remain modestly optimistic that there will be meaningful results 

for agricultural trade. Lt is our hope that the way will be cleared for 
participating countries to negotiate trade concessions and to improve 
GATT rules under which trade can move more freely in response to market 
conditions. One of the U.S. objectives is to maintain existing trade 
accessibility for agricultural products, with top priority to continued 
duty-free access for soybeans to the European Community. 


Provide Stability--This factor is as crucial as any to successful agri- 
cultural policies. To achieve greater stability: 


* The United States will be a reliable supplier of food and fiber 
products to those in other lands who depend upon our farm products. 


* The United States will support a minimum 10 million ton food aid 
program and will provide up to one-half this amount no matter 
how tight our supplies might become nor how high our prices are, 


* The United States will hold its share of world grain, oilseeds 
and cotton stocks, but we will not be the storehouse for the 
world, 


-9- 


* The United States will place commodities in excess of market 


requirements in reserve to prevent disaster prices to producers 
or consumers, 


Tne United States will encourage farmers to maintain ownership 
of stocks and reserves, instead of the government, except for 
our share for international emergency food needs. 


* The United States will continue to encourage other nations to 
share the costs and benefits of commodity reserves. 

* When our stocks and reserves are adequate, the United States 
will remove land from production, and encourage other nations 
to share in the costs. 

* The United States will not impose export controls on agri- 
cultural products on the basis of an inadequate supply. 

* 


The United States will take measures necessary to insure that 
excess commodities are placed in reserve instead of on the 
markets at depressed prices. 


* The United States will not sell our agricultural products in 
world markets at subsidized prices or prices disasterous to 
producers. 


‘* The United States will produce and sell only quality products 
at home and abroad. 


With these tools, it becomes evident that there are methods to 

lessen tne impact of cyclical and erratic fluctuations in world grain 
supplies and trade. The farmer-owned and farmer-controlled reserve program 
will help protect U.S. farmers and consumers from worldwide crop shortfalls 
or surpluses that bring damaging fluctuations in food prices upon the U.S. 
economy. With at least 670 million bushels of feedgrains and 330 million 
bushels of wheat in reserve, the U.S. can contribute to greater world 
stability. 


Creation of this reserve supply of wheat and feedgrains in this 

country, however, does not deal directly with another critical problem 
facing many developing countries which must import grain--their lack of 
purchasing power, particularly in periods of world grain shortage. Since 
1974, there has been an effort to deal with this problem through nego- 
tiation of an internationally coordinated system of nationally held reserve 
stocks. Too little progress has been made in these discussions, 


Farm and trade policies of many countries taking part in the dis- 
cussions are a major cause of world price volatility. Moreover, the 
size of an international reserve and the terms under which it is held 
could be greatly influenced by the outcome of these negotiations. 
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{n the meantime, something needs to be done to assure the developing 
countries that their emergency needs will be met in periods of general 
scarcity. There is broad agreement that their longer term food security 
requires that they act now to increase their own food production. Their 
willingness to change traditional systems of production depends on their 
confidence that, if these efforts falter, they will have the resources 
to meet emergency needs by purchases in world markets. 


The United States has agreed to increase its food aid commitment under 
the new Food Aid Convention (FAC) to 4.47 million tons of grain annually, 
up from 1.89 million tons since 1967. {Lf other FAC donor countries 
collectively contribute more than the minimum United States pledge, then 
the U.S. will increase its contribution-on a matching ton-for-ton basis. 
The United States will also propose special FAC provisions designed to 
increase food assistance to meet extraordinary situations in developing 
countries. 


Ln addition to meeting minimum annual requirements under the Food Aid 
Convention, there are times when additional quantities of food aid are 
required, Historically, the U.S. and other exporters have been expected 
to respond to such special needs. A more equitable arrangement, however, 
would be to establish certain rules for sharing the responsibility for such 
increased food aid among present and potential donors in a new Food Aid 
Convention, [In general, the U.S. proposes that, whenever food grain pro- 
duction in the low income developing countries is more than an agreed 
percentage below normal, all donor countries will consider a joint 
increase in food aid by up to an agreed percentage of each donor country's 
basic contribution under the Convention. The United States recommends 

up to a 20 percent increase, [Lf we meet our goal of a minimum 10 million 
tons of grains, this will provide up to an additional 2 million tons of 
aid during special emergencies. 


Market Development--the Foreign Market Promotion Program is aimed 

at (1) maintaining and/or expanding demand for U.S. products in established 
markets, (2) developing demand for products--particularly U.S. commodities-- 
in emerging markets, and (3) introducing new U.S. products into both estab- 
lished and emerging markets, Promotional activities are designed to supple- 
ment other factors such as price, quality, supply availability, and 
financing to give the U.S. product a competitive edge, 


L believe that the plans this administration has will expand our 
exports, both in the short and long term. We know that stable growtn 
in exports is a long range project that can't be accomplished over night. 


Future promotion programs will have to blend demand stimulants, credit 
incentives, quality controls, and technology transfers into a well coor- 
dinated export strategy if the United States' international competitive 
advantage is to be exploited to the fullest. 


Sle 


Longer term planning, more detailed research, and a more flexible 

mix of export promotion and credit programs are needed. Creation of 
American agricultural trade offices in selected markets will allow 
greater coordination of the expanded government and private activities. 
Modifying market promotion programs to provide for multi-year market 
development plans with a wider assortment of countries and activities, 
and expanding credit programs to provide for intermediate financing could 
improve the effectiveness of these two basic programs substantially. 
Another method that we cannot ignore is the use of bilateral trade 
arrangements which offer expanded market opportunities for U.S. farm 
products in return for an assured supply over time. These arrange- 
ments have proved effective, notably with Japan, the Soviet Union, and 
Taiwan. 


More effective export promotion will also require expanded and up- 

graded complementary programs in several areas including stronger quality 
controls. Effort is also needed to help develop or expand the processing 
and marketing infrastructure handling U.S. products in many of the more 
promising emerging markets of North Africa and the Middle East, parts of 
Latin America and Asia, and Eastern Europe. Greater efforts are also 
needed to coordinate export promotion programs with domestic farm, food, 
and overall balance of payment policies and other related foreign policy 
programs, 


Without question the task before us is to take full advantage of the 
potential for increased exports through the continued implementation of 
reasoned and effective food and agricultural policies. 
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